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l.s:r'1'%Vzn AKALYIXI •••,omam :eaJ' &1'a'1'

AT&T r.quelted that Milliman , Robert.on, Inc. a••iat AT'T
in a proceeding before the Federal Communication. Commi••1on
(PCC) de.ling with the rat. .tfect, of new accounting rul••
for non-p.nsion r.tiree ~.netitl.

Th. matter. befor. the pce deal with the i~l.m.ntation of
the Statement of Financial Accounting Standardl Number 106
(SPAS 106). SPAS 106 require. t.hat oOlnpanie. u•• accrual
accounting to report the COlt. at non-pen.1on employee
benetit. tor current and future retir••••

The Local Exchange Carrier. (LICs), tram whom AT&T purcha'.1
interatate ace.l, .ervic•• , have requ.'ted that tbe rcc
allow their rate. to be increa.ed. The LIC, want the PCC to
con.ider the implementation of SPAS 106 to be an "exogenoul"
coat under their regulated rat. Itructur.. In their
argument. betore the rcc, the tllCa included valuationl of
SrAS 105 liabilitiel and .xpen... and other into~tion ot
an actuarial nature.

In order to examine the lenlitivity of the•• actuarial item.
to chang•• in a.aumptionl, we develop.d an actuarial model.
Thil report eSoel not pre.ent the re.ult. ot a tormal SPAS
106 valuation. Also, it eSoe. not attempt to verity any at
the SPAS 106 liabilities or expenses reported ~y any of the
I"ICI. Rather, it :l.dentitie. certain actuarial il.ue. and
the impact they can have on SPAS 106 valuation•.

CORS'1'I.UCT:rOW 0' DB AC'l'O'AI.:tAL KODIL

The purpO'. ot the actuarial model wa. to allow u' to
perto~ .en.itivity t.eting of the varioul a.eumption. and
other input u.eeS by the LIe. in their SrAS 106 valuations.
The model .howa how tne SrAB 106 exp.n... and liabiliti.s
chang_ with change. in a••umptiona.

Becau.. ot the lack of detail in mo.t ot the LIC. direct
ca••• , a. well a. the .hort interval betwe.n the Jun. 1,
1992 LBe tiling date and the July 1, 1"2 r••pon•• date, we
chose to focua on one ot the L!Cs tor the purpo.ee at hand.
The LIC we cho.. had lup.rior d.tails in it. direct. cal.
compared to the dir.ct cae•• ot the other LBe.. W. cr••ted
an actuarial model that reproduce. the SFAS 106 re.ulta of
that LIC, and wa have ue.d that model to demonltrat. how
SPAS 106 re.ult. vary with the •••umption. u••c1.

We u••d information provided in the direct ca.. ot Pacific
Sill and Nevada Bell (here1natter called "pacific") to
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cr.ate a model. We had to .upplement that report',
intormation with additional con.i.,tent a••~t1on. becau••
the report did not provide a c~l.t. set of actuarial
factor.. The oombination of the report" information and
our own al.umption. did produce SPAS 106 re.,ult. that agr.ed
w.ll with the re.ult. reported in the Pacific Bell direct
ca••.

Once we had e.tab11.hed that our model approximately
r.produced Pacific'. reported SrAS 106 re.ultl, we u.ec1 the
model to .how the variability ot accounting co.t. and
liab11itie. under SPAS 106.

The mod.l ba.ical1y performll a year-by-year
the expected health care co.t. for the
population at currently active and retir.d
their dependent••

The model con.idere the following sort. of proce.... and
factor.:

1. Oilcaunt rat•• and h.alth car. cost. and trend.,

2. The age, .ex, past ••rvice, and active/retired
Itatu. of employ••• ,

3. The marital .tatus of .mployeel and the age, .ex,
anc:! coverage ot the .pouse or .urv1ving .pouse,

4. Termination rates prior to retirement for active
employ••• ,

5. Mortality for activ. and retired employ••• , and

6. Retirement rate. by aiel

In .ome ca••• , the input that corr••pond. to certain of
the.. factors wa. taken from Pacific'. direct ca.e. In
ether ea8e., the input was abient or .tated in .uch a way
that we could not be certain what wa. ~one. In the.e latter
ca.e. •• lupplied a••umptionl which were realonJble and
con.istent with the data which were stated. Th1. 1.
described more fully below.

In the following table, w. compare the 1993 SFAS 106 co.t.
and liabiliti•• , a••tated in the Pacific direct ca•• , with
those which are generated trom the model developed ~y
Milliman & Robertlon, Inc. (M&R):
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Accumulated Poet-Retirement
Benef1t Obligation

Active $ 840,122 $ 913,491
Inactive 1,737,489 1,697,068

TOTAL $2,577,611 $2,610,559

Service Coet, 1/1/93 $41,206 $45,614

Intere.t Co.t 211,689 216,619

Amortization (15 year) 157,770 159,967

Ixpena. $399,226 $413,417

aecaule the number. produced ~y the M&R mod.l clo.ely
approximate thoBe in Pacific'. direct cae., w. believe that
the model re••onably repre.ent. the aensitivity of COlt. and
liabilities to change. in a••umptions.

DATA &Ad uz.ZUC.

There are .everal limitation. in the model that we would
like to note. The.e limitation. do not, in our view,
.ign1tioantly weaken the value of analy.e. uI1ng the model.
The•• limit. fall into thr•• eaeegorie.:

A8lumptionl that we lupplied (b.cau.e certain data
were mis.ing from the Pacific direct ca.e) may be
different than tho.e appropriate to Pacific.

Interpretationa and aimplification. of the LIC',
atated a••umptione may result in lome compromi••
of accuracy.

o Computational methods may have been different.

We believe that the tirst ot th... categori.. i. the mo.t
.ignificant.

A. one example ot mia.ing data, we had to create an age and
.ex distribution of Pacific'. r.ti~ee population beoaua. the
report did not contain the.e data. W. did this br .pre.ding
the reported number. of retirees by u.ing tne d .tribution
ot A~&T'. r.tir••••

MIU..IMAN " ROBERTSON, INC.
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Another example of how we replaced mil.ing info::r:mation il
that we allume~ that lurviving ,pou••, or ~ecealed retire••
war. covered, which we believe ia probably the cal••

One example of the potential protlleme in interpreting the
Lle'l data i. that we a.awned that the aCltive age/lervice
diatribution .hewn in Pacific', direct ca•• for December 31,
1989 will be appropriate tor 1993. Another example il that
the population data were not Ipli t b.tween management and
allociate., although .ome of the COlt. an~ c1ec~emant. were.
We therefore compo.ited certain tactorl an~ uaeCS .eandard
mortality and termination rate•.

Ano.ther example of the interpretation illu. :1.1 that we
.'Iumec! that ~etirementl took place only at the ase. .hOwn
in the Lie report.

One simplification we ma~. involved Pacific'. dental
program. we a••umed that the COlt. of Pacific'. dantal
benefit. are off.et by the COlt ••vin;. expeoted tram
managed o~e effort, directed at the health care beneritl.
Therefore, wa did not explicitly model the dental benetit••

Computational questioDe include tha a8lume~ date within a
y.ar when payment, and decrement. take place. Tha Pacitic
report gave u, little guidance in tbi. iSIUG.

We did not perform any audit of the data in the Pacific
report. We uaed the data pr••ented in that report when it
.,amed rea.onable and appropriate.

I,uB AI.'D'IIP'l'%oaJ.

Thi. section describ•• the a••umption. we used in the model.
Por compari.on, the Appendix to thi. report contains copies
ot rel.vant pai.S of Pacitic'. direct ca•••

Health Clre co.t, It Age 65 tor lPP~

(Derived fram PaCIfic'. direct ca.e)

Non-Medicare Eligibl., $3,780

Medicare Bligible. $950

The.e cost. were ba.ed on the 1989 claima per capita .hown
in Pacific" direct c••e. W. averaged the COlt. tor variou.
categori•• and trended them to 1993.

MIl.IJMAN" ROBERTSON, INC.
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H.alth Clr. COlt. It Ag.. Other than Ag. 6$
(MKR al.umption applied to age '5 cOlt.)

We a.8umld that plr capita claim COlt. would 1ncrea.e at 3'
plr y••r of age until age 70. 'ram age 71 to age 80, plr
capita claim COlt, would increa,. at 2' per year of asre.
Startini with ase 71, per capita claim co.te would increa••
at 1t per year of aie.

The.. tactor. are intendec1 to approximate the age· related
change. in the utilization and inten.ity ot .ervice.. The
health care co.t trend, delcrib.d below, account. tor year­
to-year inflationary and utilization changel.

H,alth elr. COlt Trone
(Derived tram Pacific'. direct ca,e)

(Combined Salaried and Non-.alaried)

X.ar, Tr.nd

1993 12.50'
1994 11.88'
1995 9.'3'
1996 8.50'"

19'7 7.88,"
1998 7.25,"
1999 6.94'

2000 6.63'
2001 6.31,"
2002+ 6.00'

.'

The Pacific direct ca.. .how. di8tinct trend a.lumptionl for
••rvice. rendered by a preferred provider network and tho••
eervic•• rendered l;)y out-ot-network prov:Lder.. We u.ed •
75'/25," weighting of the In-Network/OUt-of-Network trendl
.hown in Pacific" direct ca... The 75t/25' weighting WI8
taken trom the Pacific direct caee.

MILLIMAN • ROBERTSON, INC.
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Prgbab~liti.. Qf B.tir'ment
(Derived from Pacific's direct ca,.)

(Combined Salaried and Non-salaried)

Age Probability

SO 2.86'"
55 6.09t
60 11.13t

6:a 29.80'
54 37.00,"

" 30.00t
70 100.00'"

The Pacific direct ca.e .howed leparate probabilities of
retirem.nt for .alaried and 1301'1- .alaried employee.. We
compo.it.d the lalaried/non-.alaried probabiliti., ,hown in
the Pacific direct ca.e u.in; a 25'/75t weighting to
approximate an average retirement probability. We a••~d
that about 2St of the employe.. retiring at each age are
.&lar1ed.

11iS~~ility fQr Bltirement with Health car. 'eneti"
(Derived trom Pacific'. direct ca.e)

Becau.e the Pacific direct ca.. .howed a probability of
retirement at a;e 50, w••••umed that age 50 i' the earlie.t
age at which employe•• can retire and receive retire. h.alth
care benefit.. We al.o a••umed that there are no palt­
.ervie. requirement. for eligibility. There i. a relativ.ly
.mall population over age 50 with le.. than 6 yearl of
.ervice, '0 there will not b. a maj or effect on co.t.. if
there i. a rea.onable pa.t ••rvice requirement.

Marital Statu. Ina SIX
(Derived from Pacific'. direct ca" and M&R
a••umptions)

Savingl due to Coordination ot Senefit. for ,poule'.
coverage: lOt.

No child dependant.. covered.

Surviving .poule. covered.

50'" of active employ.e. are male.

There wa. no information on any or the abov. factor. in the
Pae1tic direct cale. w. believe that the assumption. we
made are realonable.

MILLIMAN It ROBERTSON. INC.
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The tollowing a.lumptionl were taken trom the Pacific direct
cale:

BOt male are married, 40t female are married.

Aalumed male Ipou.e 2 year. older than employee and
female Ipouse 3 years younger.

Mgrtlli.~
(MlrR. a.lumption)

The Pac1~ic direct ca•• did not .how mortality rate. for all
agel. Therefore, we uled a Itandard mortality table, the
GAM :L~83 (male and female) in our model. The Itanc!ard table
had mortality rate. limilar to that Ihown in the Pac1tic
report.

Termination, anC pi'ability Ratl.
(MIIR a••umption)

Th. Pacific direct cale .hoWI termination rat.. for certain
ages and y.ars of pa.t lervice and distingui.he. betw••n
lalaried and non-.alaried employee.. OUr model u.ed
.implitied, .tanclard ter.mination rate. which were intend.d
to approximate Pacific'. termination rate., and w. a.lumed
that there would be no early cSi.ability retirements.

Pi,gaunt Batl
(Taken from Pacific's direct ca.e)

W. u.ed the 8.50t eli.count rate .hown in the Pacific direct
ca.e.

",,'t'
(Taken fram Paci~ic" direct ca••)

We used the a•••t tigure of $211,055,000 a. ot 12/31/92 a.
'shown in the Pacific direct ca.e.

Amortization of Trap.tk~on ObliQat~QD
(Taken ~rom Pacific'., direct ca.e)

The pa.t service liability wa. amort:lzeel over :L! y.ars,
which i. the a.,umption u••d in the Pacific direct case.

pi.tr~butiQn ot Agtiye Plrtie~~lnt.

(Derived from Pacific'. direct ca.e)

'!'he following table .how. the age/pa.t ••rvice •••igzunent.
we uI.d 1n the model. 'rhi, il very .imilar to the
corr~.pond1ng table Ihown in thePac1t1c direct ca••.

MILIJMAN • ROBERTSON, INC.
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1 6 7 11 12 17 22 27 30 ALL YDRS...
19 47 47
21 TIS 17 792
26 1,095 - 1,698 472 3,265
32 884 - 3,668 - 4,795 366 9,713
37 719 - 2,518 - 4,422 5,412 805 13,876
42 53.. - 1,265 - 2,453 5,414 5,850 346 15,862
47 219 - 551 - 1,002 1.783 3.549 2,598 77 9,779
52 93 - 245 - 524 848 1.285 1,307 1,239 5,541
57 40 - 103 - 274 506 524 402 1,341 3,190
62 15 - 52 - 142 261 225 91 426 1.212
65 1 - 29 - 31 56 37 19 42 215

'IO':D.L8 4,422 17 10,129 472 13,643 14,646 12,275 4,763 3,125 63,492

::t
.aid

:1....
OM
ttl ..
tI.J
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Ci,trihutiQQ of IDAgtiya R.;t~plnt.

(NU assumption)

Ag. Mal. Pemale

37 68 53
42 28 62
47 66'7 374
52 2,414 1,070
57 4,492 1,893
62 5,025 2,555
67 3,760 2,506
72 2,568 1,765
77 1,145 969
82 801 544
87 402 234
92 75 38

Thil di.tribution wa. ba.ed on the di.tribution of inactive
AT&T amplOr.... There wa. no corre.ponding information in
the '.cif c direct ea.e. In the ab••ne. of other
informat:Lon, w. b.li.". thi. di.tributionprobably rairly
repre.ent. the di.tribution of Pacific'. retire•• , becau••
of Pacific'. formar clo•• tie. to AT&T.

a••ult. of .~.itivity Te.t.

w. uled the model described above to .how how changel in
a'lumption. could change the accrual co.t•.

The a••umptionl we evaluat.d. are health care COlt trend and.
dilcount rate. To d..mon.trate the I.n.itivity of co.t. to
the discount a••umption, we .how how the co.t. vary if th.8
di.count i. changed. "

To demon.trate the .enlitivity of co.t. to the h.alth car.
COlt trend a••umption, we .how how COlt. would change if the
trend. are r.duced by a flat amount from tho.e •••umed by
Pacific. W. al.o .how how u.ing the high••t and. low••t
trend. a••Ulned by any of the Lie. woulr.i change the co.t•.
We Ihow how co.t. change if the co.t of currently active
employ.e. 1. capp.d.

Finally, we .how how the .et of a••wnption. .ug'g••t.r.i by
AT&T in it. plear.iing would reduce co.t. compared to the
al.umption. u.ed by Pacific in it. direct ca••.

All of the number••hown below a~e based on the MMR mod.l.
W. would like to .tre.. that the re.ult. of different
sensitivity te.t. are not nec•••arily additive.

MILLIMAN '" ROBERTSON, INC.
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IfC.ct. of Beducin; the Health Clr. co.t Trend

The Collowing table IhoWI the effects on COlt of reducing
Pacific'. health car. cost trend by varioul percentage
pointe. The reduction. in accrual COlt Ihown below are for
the 8.5' di.count al.umption u.ed by Pacific.

Rate. A••umed by
Pacific NinuI&

0' l' 2' 4' St

O.Ot (15.3') (27.5') (45.0') (51.5t)

The trend. rate reduction. .hown above were applied in every
year. There wa. no minimum trend rate luch al CPl. AlIO,
w••••umed that there were no cap. on benefit levell. Had
cap. been in place, or had a minimum trend been u.ed, the
lowered trend. allumptionl would. have had a much smaller
effect on the SPAS 106 accrual.

The cale. uling the 4 and ! percentage point trend
reduction. wIre made to a••i.t AT&T in itt analytit of the
double counting itlul. We are not lugs••ting that the 4 or
5 percentage point trend reduction., without a corre.ponding
rea.onable cUtcount and ultimate trend rate, be u.ed for
financial ttatement pu~o.e.; the.e figure. are .hown here
for purpo.e. of calculating exogenou. COlt effect.
'1Ioci,ted with the price cap methodology.

The following .ection show. the effectl on co.t of changing
the diacount rate. . The trend &e8umptionl are baaed on
tho.e in the Pacific direct caae.

Alternative Oilcount
Rate.

Change

Oiecount
b.umed by

Pacific
8.5'

0.0'

7.5'

12.7t

9.0'

(5.3')

MILLIMAN. ROBERTSON. INC.
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Effect' of pther LIC Health Car. Cglt T;104 "lumpt1oo1

The following lection .howl the eftect. on the COltl
produced by our mOdel ot Pacific'. SPAS 106 accrual at three
ditterent di,count rate, it the Amer1tech and NYNEX (non­
capped) health care COlt trend a.lumption, are u.ed and no
other changeI are made to the allwnpt:1onl or demographici
underlring the Pacific model.

Trend Rate, A'iumad by
PAcitic; Amarit.gh NXNIX

Change at 8.5t dilcQunt O.ot (21.2t) 61.2t

Change at 7.St dilcount 12.7t (13.4') 85.4'

Change at 9.0t (!i.count 05. 3t) (24.5t) 51.0t

Of all the LICe' direct ca.el on thil i.lue, Ameritech
leemed to .tate the lowe.t health care COlt treneS, while
NYNBX .eemed to .tate the highelt health care COlt trend.
NYNIX, in it. eSirect ca•• , prelented trend a••umption. for
only a current year and a hor110n y.ar, but dieS not explain
how the trend8 would grad. between thOle yeara. We
therefore made rea.onable al.umption. tor how the trend
would grade.

Ifflctl of ''APIa aenefit.

The following .ection IhoWI the ettectl on COlt of capping
the retiree benefitl for ~ployeel active a, of January 1,
1993. The cap would be let at the 1993 COlt levell of
employee. who are retired by a1anuary 1, 1993. The COlt
change, are relative to the 8.5t di,count a.lumption a. u.ed
by Jilacif1c. The change. are Ihown tor three di:fter.nt
(Ulcount rate8.

TJncap~ CApped
Benlt Benetitl

Change at 8.St di.cO\1nt O.Ot (35.9t)

Change at 7.5t C1ilcount 12.'" (32.2t)

Change at 9.0t di.count (5.3t) (37.5t)

MrLIJMAN "ROBERTION, INC.
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In it. pleading, AT&T .ugg••t.d that the following
allU!lumpt ion. be uled for the purpole of determining the
exogenou8 co.ta of SrAS 106 relating to the price cap
formula:

• The per capita co.t. of retiree benefits provided
to employee. who are active a. of January 1, 1993
will b. c.pped at the lt93 co.t levels ot employee.
who are retiree! by January 1, 1993.

o The per capita coets of retiree benefit. provided
to employee. who are retired a. of Janu.ry 1, 1993
will increa.e at the h.alth care co.t trend•
•pecified by Ameritech (in it. direct ca•• ) le•• 4
percentage point•.

• The di.count rate and rate of r.turn on plan a.letl
will .ach be 9.0t.

under the above as.umptionl, the costs produced by our model
of Pacific'. srAS 106 accrual would be 58.7t lQWIr than if
the ba.e a••umptions were u.ed.

w. created a model that approximate. the SPAS 106 valuation
.hown in the Pacific direct c.... A number of
approximation. were mad. in the model, mo.tly due to the
lack ot detail in the Pacific direct c.... Neverthele•• , W8
believe th.t the model r •••onably reprelentl how chang.. in
key assumptionl can change the co.t. proCSuc.d by srAS 106
calculations. .:

MILLIMAN" ROBERTSON, INC.
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APPllmIX to
Sen8itivity Ana1y8i. Pertor.med for AT&T

Selected pagee from the
Pacific Sell and Nevada Bell
Direct Caee Showing SFAS 106
~ata and ~.umption.

MILLIMAN .. ROBERTSON. INC.
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'01 THI 'ACI'IC TILIII' aaou,
paST-grlmDCT "UICAL. DENTAL AND .IOU' TIM U'E IMSUlAHcr PWS

1IU

ThiS 'Iport cov." both thl fun~tn, Ind .ccountinl rIQu1,...nt. '0" thl 1113
phn 11".

, ,

Thl amounts p'I••ntl~ in th1. rlport havi btln ,reparei ift .ccordanci with
,In.''111 ICClpttd actua,ta' ,rinc1,l•• an~ practtci' and ,.'l.ct the law,
r'Iijl.t10n, i ••ul4 to iat., .n~ the rIQut'lIInt. 0' '1n.n,1., Account1ng
Standards No. 101 (FAS101).

e.lcu,.t1ons are ba.~ on ,.r,onftt1 .nd ••••t 1n'0,..t10" .u,,11td by thl
Corporation and thl a,tuaria' ..thod. and •••umption. de.cr1bt~ in thi.
r.port. 'urth.r, thl .fflctl of thl .anlllllnt in-forel reduction and no
••,.Iin.d YEIA contribution, 'or Y.lr. 1111 and 1'" .,. r.'lect.d in this
r,pDrt. Th. FASIO. Tran.it1on ~'1 ••tton tl IIOrt1ztd ov.r 11 y••rs, the
Ivar'l' r••a1n1nl .Irvici ,.riod for .ctivI participants, A"ocltion factor,
of It and 21 .rl u••d to dttarminl the pro,ort1on of YEIA Contribution I~d
FAS101 Ex,.n'l 'or Plc1"c Itl1 Ind N.vada ••11, re.p.ctiv.ly. Th.,1
Ictijaril' "'ocattons .r. nlc••sar, line. VElA ••••t. Irt not ••ift\11n.d
I'Plrlt"1 b, Ce.pln1. D.rivation of th••• 'Ictor. ar. 'Ulllr1z~ in the
App.ndix.

Ustr. of thi. r.port should r.c9ln1z1 that the r.port wa. d.v.'o,td to produtl
thl rIQ~ir.d d1.,1olu,.s und.r FAIIO. and to d.t.,.in. 'I. i.~uct10n. under
the Int.rn,' Rlv,nu. Coi,. Accordingly••"ro,r1at••dju,tlln\• ••y b. n••dld
if this 1"fo~.tion t',us'd for Iny oth,r purpos.. :

G~ S. SChlalPith
As.ociat., octety 0' Actuart••

May, 1••1
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Mld'cI1/D1nta' ..".ined • 1114,'11 1117,1'1
Mtd1cll!Dtfttal Noft-.a".tntd • 107,'SI IOS,I17
' ..oup Lff. ,. 1,141.'1,107

Tot.' ' • "1,124 ,111.7"
, ,

.,

'~Nlvad~ , Othlr' " " '
..JIll.: , JJW.ww.u
11,"3 '. SJ ,"3
1,113 2,152

" 17','U, 1,'12

Pacific
.~

., '., '

., ,

A. 1••3 eDI\1 (A" Don,r Mount, ~n Thouland.).,
" ', ,

'un~i",: .

VE~'co~trtbut10ft (ll/si):
I I j I •

, , ,

.. ,,
, '

"

..
..

FAS10' Exp.n,,:

Mtd1cll!Q1nta' • 1",11' 111,117 7,". 7,'1". 'rou, L1f. • '1,17' 1,14. II· ' .•5
Tota1 .' 401,101', '",401· 1,011 ' .•,04'

, .
Th"t ....ult. 4" ~'II~ on II/II/I. data, proJ.cted to 1"3.

I. 'un~1", lack,round

I.' LI,a' Rtq"t,.ntl

C,.h contr1~ut10ftl to the VIIAJ IUlt ...t thl '.,a' 'undinl
rt~u1rt11nt. d.scr1bed 1ft Stetton 41. of thl Int.rn,l Revenut,Cod•.

To ...t tl.... reQuire...ntl, t"fllU.t be ba'H Oft:. '

'0 An ~ctua'1al ~Olt, ..thod ~1ch .'....ds COlt. b.twI.n 1••r. 1n.an
,. Icc.pta"'. u ..ft.r, ani" ,

I • ~ .'.'

" 0 Actu,..1ai a.lumpt10ft. that are itch ,.alona~1. Itakint into account
.' Ixp.r1.~el undlr thl P1I" ,."cs. reasonabll IIPlct.atfon.. ' , .

Z. Actuarial Methods' and Au_Uonl
, .

The lftdtyfdul' ~IVI' " ..1u- Aetuarta' COlt,Method i. ulld to'
ca1cul.t, thl 1Id1ca'/d.ntll VElA cOftt.r1but1onl. ,Th. Allrl,I"
Actuar1a' ell' Met.hod 11 uslCl to CI' cul atl the Grou, L1fl VIA
t,,,'r1~ution. Th••1 ..thoda ar. Icclpta~1. for fuftd1n, PUrpO.IS
and .prlld thl pr•••nt valul of bln,'tts IVlr the wDrk "I livl'
0' covered ..,101••1. .lrg.1nld VElA cont.ributions r.fl.,t no
prl'un4t'lIl for , ••r. 1••1 and J'". ,

1
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33,501III

4,:171
'S.4
7.2

UI

"142.1
17 .1

'1,111
4J ••
11.1

11,170

.1

I. "'10'" ~P"Ph1C1

"....,
·Av.,.••• ~I .
AVI'." IInie.

~. Inactivi DIIolrlph1c.

NUldMr If Atttre••

S. S....rl of Dlta

Actul' dat,- 'lllt1ftl to the Holding Compafty. WI.hington. Pacific
"". H,vldl 11" IftG Dirlctory Irl shown b.,ow:

lUWIl
a. IMpl01" DllIOIrlph1cs .

Numbe, 83.-'2
AVI,a,. ~. 41.0
Av.rl" S.rvici 11.1

b. Inlcttv. DIIograph1c.

Nu••r0' R.t1r... IS .10'
- Th••• data ••elud. 2,172 ..,101'" Ind 711 "t1r••• who waivtd

IIdtcl' cov.rl,t.

c. Nu~.r of Act1vI EMp'oyt's bl A" anG COMP1.t.d Y.ar, of S.rvic.
A. of Die....' 11. 1•••

A,.
I,ou, __&ii.&_ ..-.,; _ .-.. .......

Und., 10 .70 ° ° 0 ° 0 .,
ZO-14 77' 11 0 ° ° ° 0 712
II-I' !,O'I 1,1" .71 ° 0 0 0 3,215
10-S4 ... 1,161 4,711 I" 0 0 0 1,713
11·1. 71' 2,'11 4,411 1.412 101 0 0 13,'7'
40-44 IS4 I,ZII 1,411 1,414 1,110 '48 0 11,a,Z
41·4' II' 1.1' 1.001 1.7'3 1,'4' 1,1" 77 1,77'
10-14 ., 1_. 114 "I l,ZI' 1,101 1,21' 1,'.1
11·1. .0 103' 17. 101 114 401 1.341 3,1'0
6D·.4 11 II 141 III 211' '1 421 1,212
I" 1 I' S1 I' S7 II 42 US

TO\11 4.411 IO,i4'. 14.111 '14~14' 12,17' 4,783 3,121 13,4'2

4. Partic1plftt dltl II If 12/11'" for 'acific a.", Nlvada .."
and Other Substdt.ries ar. I own leparlt.l, btlow:

'.c1f1c N.vlda Ot~.r

..1&1.1- ..IIll.. 1WW.t1I.I:1II AJl..W
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C. Actuar1a' Mttho~ and AlluMptions

1. Actul~ia' co.t Method - Individua' Llv,' Prlmiul

Contributions for th, 'arglinld and Non-I.rtatn.d VIlAs .r.
d.t,~tnld actul,i.", on IllY" bl.is b1 lp-r.ad1ng the prl.,nt
vilu. of future .xpect'd ..diell/denta' blnt'tts of the
,artic1pant. and thltr dlp.nd,nts ov,r th, workin, 'iv" of
cov,red ..,10y.,.. No ,r.fund1n. 'or y.I,1 I'll Ind 11.2 i.
refllcttd in th, la,.11n.d VElA 'Oftt,ibuttlftl.

Th. ,ri.ary ,ur,o., 0' the adYlnc, 'uftd1~ t.chniQu•• ut1liz.d
bl th, Indivtiual L,ve' Premium Aetuar'al Co.t Method 1. to
a"o'itl the co.t of ,lan Dln,fit. Oft a rlt10nll and '1.t.mattc
b.,t, 'Qu1ta~'1 amon8 .,n.,at10nl of rate PI1.r••

2. A"YlPt10"'
I. Actuartal Valu. 0' Liabiliti.s

To d,t'"I'ft, th, VElA contribution., it i. n.c.s••ry to I.ti••t,
the PlOP bln.fit. thlt .,11 bl 'lid in futurt r.lr. to curr,nt
,..101"'t rtt1",s. Ind thltr d,plnd.n's. All of th••• ttlms
ar. thin d'scount.d to ,.tillt. 'h,ir ,,..,nt valu.,. For thl.'
calcu'ltion., ••p,rt.ftc, il anl'yz.d and I,tulrtl' a••uapt1onl
ar. d.v"op.d luch II IOr'111t, ,at•• 'or Ictiv. Ind r.tir.d
empl01'11 Ind Innuitantl, ..diea' tn"at10" ICI'.', ,.,lrlt1on
~at.,. di.abtlity rttirllln' rlt.,. s.rvic, r.tt'...ftt rlt,••
and QUI'tft.d d.p,ndlnt ,at10'.

b. ActUlrtal A"YlPt1on.

t., Medicil ',,,I'ft.d VElA. '

Actuarial 1.IUlPtton, Irt Ihown below. 'A" I'" art d,tlrMin.d
Oft In ••• ft'I,..t b1rthdl1 ba.11. l.rv1cl 1, to COlP,,'td
Yllr.. "o~.bt't't'. and ,a'•• ,hown Ir. 'or ••'tctli I'" Ind
I,rvic•• Ind Irt ~I.td on 'lc1fic T., •• i, ,olt-div••titurt•.,.~1.nc.. '

In'I"I' (Discount) Rat.: . ..11

•
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Medic.l COlt Inflation: XI.,( It
1'10-1"31".11.S

II"
1.17

I'"II"
1000
1001
1001.

12.001
11.101
'.101
'.001
7.501
7.001
1.751
1.101
1.111
1.001 .

U.OOI
13.00'
13.001
10.001
'.001
••O~
7.50%
7.ClO'
'.501
6.00%

Av.'", Annua1 Nit
Indllftit1 Clat. ,.,
Captt. for 1•••:

H.Ilth Car. Network t•• n.w ,'Ift. Cost. art
proJ.ct.d '0 ~ 101 to 111 10W1r thaft tho,.
unG.r MI' ~u. to ,11ft chin,•• Ind contr.et1n;
.".n....nt. includinl:

• tiiht., utiltz.tion contro',
• discount. Oft "ovid., ch.",..· ,r••'.r control of ,r••criptions

II!
antNl. ,,.UI" of R.ti,•••
~ -IVIt sp \LUll

. Ag. M.'. ' ••1, M.l. F.In.".
10 1.11 II,JOO "44 Sl.177
II J,.ll 1,017 1,02' '.013

·10 .1,'" 1.1'1 1,1" 2.1".. . 1.101 1,'17 1."4 ' 2.352
.1 .7. .10 -, liZ 415
7. ••• 70Z .17 e51

AdI~"tltr.tiv, Exp.nl.l: Loading of II of clat. '11IIntl.

10
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Probabilitie. of S.,lration
frOi Servici Prior to E1il1b11ity
for Strvte. or D111~1l1ty
R.ti'lIInt for I•••onl Other
thin Delth:

JIJ.JJ:.1a
II.a.1u

0 U.OI .U.OI 13.01
1 '.01 '.01 t.O\
Z 1.01 1.01 5.~

:a 4.01 ' 4.01 ..~
4 4.01 4.01 •• 01
I 1.11 01.11 0.1'

10 1.11 I .• O.U.
II 1.11 0.11 0••'ao J•• 0.4' 0.'1

~

IIDjll

0 17•• 17•• 11.01
1 U.• 11.01 13.01
Z t.OI '.01 t.OI
J 7.01 7.01 7.01
4 I •• 1.01 1.01
I I •• 1.11 1.1'

10 a.• 1.41 1.01
21 J.II . 1.11 1.'1
10 1.41 J.OS 1.7'

'robab11tti•• of IIrvic.
Iteti,.."t:.. IIlWM

All
10 1.7.
II 1.411
10 14.S.
la so...
M 1'.111
I' 10.001

, 12 ..
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S,l,c' rate. of .ervice r.ti~.m.nt
a',o ••1st 1ftc1ud1nl thol. which
r.".ct the .ff,cta of th, 11'1
IIna,lIInt 1ft-'orel ',ductton.

J.III
•• JII

10.011
1'.1.'
".111
SO.OOI

~..
10
II.0
.1••.1

Rat•••, D1 ••~1..."\: .. II11II fII&1II
SO 0.011 0.171
JI 0.011 0.101
40 0.011 0.27.
41 0.101 0.&01
10 0,601 0,111
II 0.101 . 0.111
.0 1.171 1.111

Rat•• 0' Mortalit1 for Active
l1&1li fII&1II1.,101"': All

JI 0.171 D.on
•• O.IR 0.121
I' 0.111 0.27'
I' 1.411 0.1.1

Rite. 0' Mort.lit, '.r Non-Dt.abled ,
'.nlion.,. an6.lpou•••: . 611 II1u 'M"a

41 0.7. .0.401
II 0.101 0.101
.1 1.101 1.0017. 4.4. '.101
II U.I. '.001

aat•• if Mortalttl for Disabled'.".1....'.: au IJI1u lJILW
41 s.ln I .•"
II 1,171 I.SII
•• 1.101 1.&01
71 1.101 '.301
.1 n.oOl 1.101

,
•

11
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M.,. bploY'.I:

SpOUS. J ,.,~. loung.r thin employ••

F...,. ElPloYIt.:

S,ou•• I y.ar. old.r thin ,mp'oy"

JI"ID'tx '!y,r••, XIII

'tretnta,1 of '.rtic'pant.
A••UIId to ~I M.rrttd:

A••Ulld "an ,.,tici,ation
'or Futur. a.ttr.d E.,101"':

Ma',,: 101 '1Ift."S: 401

In-N,twork 711
OUt·o'·...twork III

IS
All future ttti,.I' cur'lnt1, in
HMO art ••IUIId to cont'nut with
an tIID.

". ~tca' Non-",.'1ntd VIlA
All "'uMPt10". ar. the .... II ,~o•• VI" 'or ,undin, thl MedicI'
'_'1_1n.~ VElA ('Ub.lction C.l.b.t.) ••c.,t thol' out tned "'ow:
Inti'''' (Discount) altl: II (.,tlr tlX)

Futur. MedtcI'
Colt Innatt on: lIOn,

. t t t. Dlnte,' ••,,'1Md VIlA '.

All I.,ua,tton, .,. thl ....... '~'I ulid for 'und,,,,· the Med.ca1
1.,._1nli VElA (.ub.,ctton C.I.b.t.) I.el,t thol' out ,,,14 "'ow:
Deftt,' Co,t Inn,tt",: ••

AVI,...'Annu,' ..,
Indllftttl el.1. Plr Ca,tt.
in '1..1: ' CUrti", Retire, SII.

'.rctnt.., of ,.rt,c'"nt.
A••UIId t. be Merr.": N.t .",tClb11, I' compo.'" claim

r.t•• Irt u.td.
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Nit ,'~tDdt~ ,~, (lidica' a"d d,nta') Ixpln., 'or 1113 11 Ihow b.low.

•. Ilrvtcl COlt (tncludinl Idl1"tstrat1vI I.,.n.,.) '.1,10'

b. Intlrl.t Co.t 111 ••••
.

c. EX,lct.d Return on AIS.tl 11,.3'

d. Nit AMortizati.n (11 , ••rl) 117,770

•• Ntt P.riodic PIO' Elplns. 'or 1'1 PT.: 1'1,11'
(1).(b).(c)+(cI)

,. Alloeation flctor 'or 'lc1'tc .." .1'
I. N" P.riodic PlOP Ex,.n•• 'or 'ac1'tc ..,,: 113,117

(1)1(')

h. Alloeatton 'actor 'or Nevaetl .." .01

i. Nit ,Iriodic 'lOP Explns. for "Vida ..,,: 7.'" ,
(.)x(h)

~. Nit, 'I,todtc PlOP lxplnl. for Other Subaidi.ri.s: 17••••
(')-(1)·(1) .

I.

o

IU,OII

1,111,11'

'0

o
J,'••••••

I

b. "a" AI.,t. It 'at, V,'u,
c. AccUlU11tld ".t-,.tt,...", "",'t' Oilt,att."

1ft lac••••f "an A•••tll (~a).(lb)

d. ,UnrtCllftfllcl,Ntt la1ft/LoII

II UnrtCOIn111c1 'a~t Serv1cI Co.t:

I. Uftr,cOl"tztd. Tran,ttt'ft Obl1.attoft

I. Accrued '0.t·,.t1'1II"' ""lf1t COlt:
(Ic)-(Id)-(I.)-(I')

•. Accu.u1attd '.a'-r.tir'..nt "ftlft' Ob1t,a'ton
Acttv, • 140.111

" I".c~hrl ' ..L1.IL.MI.-.r;m-;m

•

.
•

17



APPBlDIX r
Page 25 of 27

,C. 'ASI0. Actuaria1 Method and Assum,tion.

1. ActuI,ill Co.t Method

Thl PPO~.cttd Unit Credit A~'ulria' Co.t Method II pr.scrib.d und.r FASIO'
his ",n ulid to 4.t'rl1", '10' ,.p'ft'l. Und.r thi, IIthod:

f) the S.rvtCI COlt t. thl portf.n of thl Ictuartal pr"lnt YI'U.
of anticipat.d 'uturl PIOP·itn.fit•• ,baled on future 'n'lat1on
l.v.l •• ·•••iln.d bl 'orlul. to the currlnt ,..r. and .

11) th, AcCUMulat.d 'o.t.rttf,...nt IIn,'it Oblflltton f. the
l,tuar'I' ,re'lnt valul 0' anticipatld future PIO' blnl'1t•
••rned to dlt., blled an future fn"atton 1.¥.~ ••

'oth 0' th••1 it... take into .~count thl CO"o~.tion'l .1,.ctat1on. for
future PIO' btn,'tt 1n'r••••••

I. ."YlPtt,nl

.11 ••IUlPttoni .rl thl .... II tho•• uI.d for fUndtftl the Medica' .nd Dint.,
'.rgltned VElA. (.ub••ctiOft' C.2,b.t. and C.'.b.ttt,. re.pectiv,1,). Aft
aiiiti,n,l ••,Ulptt," 1, ,hown below.

I.p.eted Lon,·Tt , Rat•
.0' Altum on 'lan A••I": '.IOS

II
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And ••1Ic.' Nlc'.r.

!ftv••'i,"ll" 1ft t~. CDmai'I"ft', J
OWft ••,10" 1n,. tht ••".r .f )
po.\-r.,ir•••nt Dentri'. Oth.r )
thl" p.n.ioft.. )---------------))

AP,lic.'10n of 'lclf'1c a.1 .ft' )
11.c\ric CoaPI", fir I~'bl'i', )
..onl otntr tbi"I" 'I lnc'.... )
itl r't'l 1ft' cha" •• tor )
.lec\ric Iftd , •• ,.rvic..)

)
(ll.c\,lc Ind Gal) CU-J'-M) )-------------_.--))

)

--------------)

%.10-0'·03'
(ril.d July 11, ~"~)

Applic.tion '1-~2·COI
tPil•• Decemb.r I, ~'Ill

1•••·03·033
trill. M.rch 20, 1111)

•

Au,u.e JO. 11.1

,


